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THAILAND 
OVERVIEW 


The Thai economy will be growing at a fairly high rate during 1979, but will 
be under considerable internal and external stress and strain. As a result 
double-digit inflation and large balance of trade and payments deficits 

will be unavoidable. 


Assuming normal climatic conditions, agricultural production appears likely 

to maintain or exceed the 1978 level, which was above normal. Prices for 
agricultural commodities in 1978 were relatively low, but agricultural prices 
are expected to improve in 1979. The current construction boom can be 

expected to continue unabated as housing and commercial demand remains strong. 
Public works will also increase. New hotel construction is firm for 1979 and 
1980, giving additional impetus to the construction industry. Private 
investments in manufacturing and agro-industry projects will also accelerate in 
1979. Demand for basic manufactured commodities is very strong: cement 

and construction materials, textiles and appliances. Food and feed meal 
industries should advance strongly. World demand is steadily increasing and 
Thailand is a surplus food producing and increasingly export-oriented country. 
Tourism, which is now a major service industry, should also continue to 

expand. However, recently increased government taxes may somewhat dampen 
travel agent and tourist enthusiasm. 


The foreign sector remains both a source of strength and a source of problems 

for the Thai economy. The high rates of increases in both exports and imports 
are a manifestation of the dynamism of the Thai economy and are the main source 
of growth for the entire economy. However, the increases in imports consistently 
outstrip the increases in exports, creating chronic and widening trade gaps. 

In recent years, the trade deficits problem has been made more serious and 
alarming by balance of payments deficits which have resulted in a depletion 

of the country's international reserves. The international trade and payments 
situation in 1979 will remain basically the same. Exports should be increasing 
at a rate of about 20 percent as compared with a growth rate of about 18 percent 
in 1978. The external demand for basic commodities should be bright and the 
exportable supply has improved due to higher output. Furthermore, the 
government's export promotional efforts show signs of beginning to bear fruit. 

On the other hand, imports will also be growing as the demand for capital 

goods and raw materials are increasing rapidly to meet requirements for public 
and private investment projects. Thus exports in 1979 should reach the 

US$5 billion mark while imports will increase to the vicinity of US$6.5 billion, 
leaving a trade deficit of around US$1.5 billion, compared with US$1.25 billion 
in 1978. Hopefully, net service earnings and capital inflow should increase 

from last year's level, so that the balance of payments deficits will be less 
than last year's record level. In any case, the size of 1979 balance of payments 
deficits will remain substantial, in the order of US$400 to 500 million. Asa 
result, international reserves could decline further unless the government 

and monetary authorities urgently seek measures to prevent further deterioration. 


To summarize, there are several areas of concern in the Thai economy, but also 
many areas of strength and potential. Despite the uncertainties, there is a 
great deal of optimism and enthusiasm regarding the country and economy 
proclaimed by Thai and foreigners alike. The Thai economy should have another 
good year in 1979. War in Indo-China, while of concern, has had virtually no 
impact on the Thai economy. 
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THAILAND - KEY ECONOMIC INDICATORS 


All values in U.S. $ million 
and represent period averages 
unless otherwise indicated 


U.S. $1.00 = $20.0 
(1976-1977) 1/ 
U.S. $1.00 - $20.34 1976 977 1978 78/77— 
(1978) 


Exchange Rate: 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 16,811 19,052 
GNP at Constant (1972) Prices 11,014 11,746 
Per Capita GNP, Current Prices (US$) 391 433 
Gross Fixed Capital Formation at 
Current Prices 3,767 4,976 
Personal Income 13,667 15,104 
Indices: (1963 = 100) 
Agricultural Production 
Rice (Paddy) 130.2 118.5 
Maize 311.9 215.7 
Sugar $51.3 393.8 
Labor Force (in thousands) 18,566 20,477 


MONEY AND PRICES 
Money Supply 23033 2,219 
Interest Rates Commercial Bank 
Prime 1G.5 11.0 
Indices: 
Wholesale Price (1968 = 100) 189.8 199.9 
Consumer Price (Oct 64-Sept.65=100) 188.4 201.9 


Balance of Payments and Trade 
Gold & Foreign Exchange Reserves* 1,484 eeig 1,294 +6. 


External Public Debt 830 1.251 1,843 +60. 
Annual Debt Service** 378 443 811 +83. 
Balance of Payments -4 - 377 - 654 +735 
Balance of Trade - 604 -1,149 -1,255 + 9. 
Exports, FOB 3,040 3,560 4,100 +15. 
U.S. Share 305 347 439 +26. 
Imports, CIF 3,644 4,709 5,355 +13. 
U.S. Share 487 578 725 +25. 
Main Imports from U.S.: (1977) (Mil.$): Machinery, Mechanical appliances and 
parts (72.1); Vehicles (18.1); Electrical Machinery (47.5); Cotton (59.7); 
Fertilizer (37.8); Tobacco (40.6); Iron and Steel (46.5); Paper-making 
material (11.3); 


FN UN DS WE & 


Footnotes: *Net Foreign Exchange Position 
**kIncludes short-term repayment 


1/ 


—Discrepancy between these two official figures due to change 
in the exchange rate in 1978 


Be carhactin of gold 
3/(1976 = 100) 
SOURCE: National Economic & Social Development Board; Bank of Thailand; 
Business Economic Department; Customs Department 





POLITICAL SITUATION 


The political situation in Thailand is generally calm, although 
external developments in recent months (the Vietnamese invasion of 
Cambodia, beginning Dec. 25, 1978, and the Chinese attack on 
Viet-Nam, beginning Feb. 17, 1979) have aroused some concern that 
Thailand may be drawn into the conflict. Prime Minister Kriangsak 
has made clear that Thailand would follow a policy of neutrality 
towards the two conflicts. With the Chinese announcement on 

March 5 that it was beginning to withdraw its forces from Northern 
Viet-Nam, tensions in the area began to ease. Thai concern expressed 
itself briefly with a sharp increase in the price of gold in 
Bangkok, but the increase in part was explained by the action of 
merchants in withholding gold from the market and so driving it up 
for a quick, profit-taking period. By March 10 the gold price was 
declining again. These events have caused scarcely a ripple in 
either the domestic or foreign business communities. The fall of 
Saigon in 1975 was followed by a flight of some foreign investment 
from Thailand and a heavy downturn in new investment, as some 

saw the fall of the South Vietnamese Government as an indication 
that Thailand would likely end up "a fallen domino." Though few 
Thais are comfortable with Vietnamese forces on their borders, they 
appear prepared to live with the situation. 


The general elections promised by the Kriangsak government since it 
took power in October 1977 are scheduled to take place April 22. 

A new constitution was approved by Thailand's presently appointed 
parliament, the National Legislative Assembly in December, setting 

the stage for an elected government to replace the present military 
government. Martial Law restricting political activity has been 
lifted, but even before the ban was lifted, old as well as new political 
parties were stirring into vigorous electioneering activity. 

Although there are no solid predictions at this writing how the 
balloting will turn out, most observers are predicting that Prime 
Minister Kriangsak will continue in office. According to the new 
constitution, neither the Cabinet nor the Prime Minister are required 
to be members of the National Legislative Assembly, and Prime Minister 
Kriangsak has chosen not to run for a seat in the new Parliament, 
preferring to remain above party politics. Since the new 

constitution makes it difficult for the next legislative assembly 

to mount a no-confidence vote during its 4-year term, there is 

every prospect that PM Kriangsak will remain in office throughout 

this period. 


Thailand and the U.S. have traditionally enjoyed a very amicable 
relationship going back into the last century. This relationship 
received new impetus from the visit of Vice President Mondale 

in May 1978 followed by the visits to Thailand of an OPIC 
Investment Mission and the visit of EXIM Bank Chairman John Moore in 
November. Several congressional delegations visited Thailand 
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during the December-January winter recess. This exchange of 

visits was climaxed by a two-week visit of Prime Minister Kriangsak 

Chamanan to the U.S. in February 1979--the first visit of a 

Thai Prime Minister to the United States in over 10 years. In 
addition to the talks with President Carter and other United 
States Government officials in Washington, Prime Minister 
Kriangsak conferred in New York and Los Angeles with senior 
executives of major U.S. businesses interested in investment 

in Thailand. Prime Miniser Kriangsak's visit to the United States 
augurs well for continuing close ties and particularly an 


expanding trade and investment relationship. 
THE ECONOMY 


This was a year of vigorous growth for most sectors of the Thai 
economy. Real growth reached 8.7 percent, exceeding the planned 
7 percent figure called for under the present (fourth) National 
Economic and Social Development Plan. The agricultural sector 
recovered fully from the disastrous 1977 drought, despite major 
flooding in September-October of the year. Paddy rice production 
during the current crop year is expected to be about 16.5 million 
metric tons, or 1.5 million tons higher than the previous year. 
Tapioca, maize, and rubber crops also were excellent. Sugar 

and pineapple, only recently important to Thai agriculture, are 
in surplus supply. 


The textile industry, after being in the doldrums for the past 


several years, recovered dramatically during the year and most 

plants are now producing close to capacity giving rise to speculation 
that there will be new investment in textile plants. Meanwhile 
industrial and capital goods and the construction industry again 

lead the economy in total growth. However, the rapid expansion 

of these two sectors is a mixed blessing. They have been largely 
responsible for the continuing boom in the Thai economy, or more 
specifically in Bangkok and the central region, but they are also 

a major source of inflationary pressures, the trade deficit, and 
unbalanced development of the country. 


The Bank of Thailand found it necessary to raise its discount 

rate in December from 10.5 to 12.5 percent in an effort to stop the 
outward cash flow and slow down the rapid growth in credit. (Earlier 
in the year the rate was increased from 9 to 10.5 percent+ The 
bank is currently engaged in a spirited dialogue with the commercial 
banks on their lending policies. The Bank of Thailand would like 

to see commercial banks rein in credit for the construction of 
retail stores, shopping centers, luxury housing and less essential 
industries in favor of rural and development-oriented enterprises. 
However, it is these enterprises that are the least attractive 

to commercial banks because they are less credit worthy. Commercial 
bank spokesmen point out that the government, through its 

licensing power, has the power to dampen undesirable investments 

but has lacked the resolve to do so. 





One of the continuing dilemmas of the present government is how 
to sponsor effective economic policy measures that will ensure 
equitable long-term development of all sections of the population 
including the rural poor without unduly restraining a robust 
private enterprise sector. This will be among the prime 

problems facing the new government after the April elections. 


The $654 million balance of payments deficit in 1978 does not 
appear to be causing as concern as 1977's much smaller deficit of 
$377 million. Both government and banking officials point out 

that because of Thailand's continued low debt service ratio, 

commercial banks will find little difficulty in financing this 

magnitude of deficit over the next several years until Thailand's 

balance of payments situation improves. There is little 

likelihood, therefore, that the Bank of Thailand's gross reserves, 

now about $2 billion dollars, will be further reduced to meet 
balance of payment exigencies. The Thai Ministry of Finance has 

just done a Eurodollar floating rate note issue which will be 

followed by a large yen bond issue in Japan and possibly a 

DM bond issue, all signs of Thailand's good standing in the international 
capital market. 


The official rate of inflation was recorded at 8.4 percent in 
1978, although there is considerable speculation in the banking 
community that the actual rate may have reached around 12 percent. 
The Bank of Thailand is counting on being able to hold the 
inflation rate at the 8-9 percent level in 1979, at least in part 
through monetary measures that would cut back on aggregate demand. 
As the entire 1979 OPEC price increase was immediately passed 

on to consumers of petroleum products, the bank faces an uphill 
task in being able to hold the inflation line. Fortunately, 
Thailand is well-provided with basic food commodities. Furthermore, 
the government is cushioning the effect of the oil price increase 
on users of public transportation and utilities, and as a result, 
workers, especially those outside the Bangkok area, are less 
affected by this abnormal, for Thailand, high inflation rate. 


The Board of Investment reports that applications for investment 
promotion privileges totaled 342 in 1978 this represents a 30 per- 
cent increase over the decade's low point of 1975. 

Only in 1973 were there more applications in 

this decade. Perhaps a more meaningful statistic is the 
number of new firms actually beginning operation under Board of 
Investment auspices in 1978, which was 54 as compared with 48 

in 1977. It might be noted that in 1978 84 percent of the new 
investment application in Thailand came from domestic sources. 

For the first time in many years, American investment planned was 
higher than the Japanese. The Thai Government continues to make 

a major effort to attract foreign investment with emphasis on 
agro-based, labor intensive, export-oriented industries. Investment 
promotion privileges continue, however, to be available for investments 





in import substitution industries and tourism. Additionally, 
foreign investors may invest in industries that do not enjoy 
governmental promotion privileges which, in fact, account for over 
80 percent of total foreign investment. 


In March1978 the Thai Government severed the long-standing 
link between the Baht and the U.S. dollar, largely because 

of the inordinate weakness of the dollar during that period 

in international markets. The exchange rate, however, was 
temporarily frozen at the previous level until the banks 

had time to work out a flexible exchange rate system based on 

a basket of currencies. In August the Bank of Thailand made 

a minimal one percent revaluation of the Baht in response to 

some domestic criticism that inflation was being fed by the 
Baht's continuing link to a sinking dollar. In November, the 
Bank of Thailand in cooperation with the commercial banks 
inaugurated the long-awaited semi-flexible exchange system 
whereby the rate would be allowed to vary slightly on a daily 
basis. By year's end the value of the Baht had declined slightly 
from US$=20.1925 in November to 20.39. This was largely due 

to Thailand's continuing trade deficit along with the firming 

of the dollar on international markets. This returned the 

Baht to roughly where it had been prior to the March, 1978 
decision to revalue the Baht. 


FOREIGN TRADE 


According to just released Bank of Thailand figures, Thailand's 
1978 year end trade deficit amounted to $1.25 billion. 
Although less than the $1.5 billion trade deficit some had 
projected, it represents a 9 percent increase over 1977's 
$1.15 billion trade deficit. The 1977 deficit caused 
considerable alarm within both the government and banking circles 
and was followed by a rash of measures prohibiting some "luxury" 
imports. (The ban on some imports was recently lifted since 

the ban constituted a violation of IMF rules.) Import embargos 
along with heavily increased tariffs perhaps slowed the rate of 
increase in imports but it has been recognized that such measures 
were largely ineffectual. 


Imports of capital equipment, raw materials and fuel continue to be 
the major cause of the trade deficit. Imports of petroleum 

alone are increasing at the rate of 19 percent a year. Thus, 
despite the fact that export earnings increased by 15 percent to 
$4,100 million in 1978, this did not compensate for the much 

higher import bill. Although it had only increased by 14 percent, 
it still brought imports to $5,355 million. Major individual export 
earners according to preliminary year end statistics were tapioca 
$533 million, rice $508 million, rubber $394 million, tin $350 
million, and textiles $332 million. It is worth noting that for 





the first time rice lost its position as Thailand's leading export. 
Thai farmers have fortunately been very responsive to new export 
opportunities over the past several years, but there is an increasing 
concern over the longer term demand in Thai overseas 

markets for tapioca, rice, and textiles. Thus, while imports will 
likely continue to rise at the same or even higher rate, prospects 
are that the trade deficit will continue to grow unless Thai 
agriculture continues to diversify and become more productive than 
it has been. It is evident that current efforts to increase 
agricultural production through more capital intensive measures 
must be carefully watched to ensure that the agricultural sector 

is not simultaneously burdened with increased debt and declining 
markets. Diversifying into agro-processing industries is a 
partial, if longer-term solution. On the other hand, government 
officials are under increasing pressure to not only raise 

exports, but to curb importation through restrictive measures. 


OPEC PRICE INCREASES AND THE OIL SHORTAGE 





The RTG is deeply concerned about the inflationary impact on the 
Thai economy of OPEC price increases on the world price of 

ccude oil as well as the recent shortages of crude oil caused 

by the Iranian shortfall in exports. In the short run the RTG 
faces some difficult moments avoiding domestic shortages in 
petroleum products and precluding possible resulting brownouts in 
power generation. The RTG is trying to meet these shortages by 
negotiating bilaterally with China, Malaysia and Indonesia for 
additional crude oil purchases at what the Thai hope will be 
"friendship prices." In the longer term the RTG hopes to 

reduce dependency on imported petroleum, which currently meets 

75 percent of Thailand's total energy requirements, as well as 
improve the Thai balance of payments situation, by giving top 
priority to the rapid development of natural gas reserves in the 
Gulf of Thailand. It has also encouraged the private sector to 
conduct further onshore 3nd offshore exploration for oil and 
natural gas. In February 1979, the RTG awarded seven new onshore 
exploration concessions, five to ESSO in the Northeastern region 
and two to Shell in the Central area. 


LABOR SITUATION 


Following 6 months of relative calm, an outbreak of labor 

unrest developed in late 1978 over the introduction of new 
equipment for bulk loading of tapioca pellets into ships for 

export and over demands by workers in eight of the larger state 
enterprises for a unified, higher pay scale. Prime Minister 
Kriangsak and the RTG tried to find compromise solutions on both of 
these issues and generally managed to calm the workers. The 

RTG Department of Labor negotiated a cash settlement for workers 
allegedly displaced by the new technology of the bulk loading 
equipment and the RTG, after some equivocation, implemented a 

new, higher pay scale for state enterprise workers in February 1979. 





During the first 2 months of 1979 the labor situation has becn 
outwardly calm. Labor leaders, for the most part, are anxious 

to avoid direct confrontation with the government during the sensitive 
pre-election period for fear of giving conservative elements 

within the government and military a pretext to abort the elections and 
to reinstitute broad restrictions on labor union activities. Labor 
leaders are hopeful that a partially elected legislature responsible 
to the voters will be more responsive to labor interests than a 
legislature appointed by generals. Workers, however, are clearly 
frustrated by the impact of inflation on real income and may push 

for wage increases after the April 1979 elections. 


The Kriangsak government, since it took power after the October 
1977 coup, has made some effort to develop labor support. It 
relaxed most of the Thanin government's martial law restrictions on 
organized labor with the exception of the ban on strikes and the 
prohibition on labor political activity. It also established a 
dialogue with prominent leaders of the Thai organized labor 
movement and authorized effective October 1, 1978, a 25 percent 
increase in the minimum wage (now $1.75 per day for workers 

in Bangkok, $1.40 per day for the Central and South regions 

and $1.25 per day for the North and Northeast regions). 


THAI ECONOMIC DEVELOPMENT 


Prime Minister Kriangsak has declared 1979 to be "The Year of the 
Farmer,"' thus signaling his intention to channel more resources 

into rural areas and begin to close urban-rural income differentials. 
A revised Fourth Five-Year Plan earmarks a higher proportion of 
budgeted funds for rural development activity and the emphasis is 

on a "bottom up" development. More than $1 billion annually 

has been allocated for a wide range of activities. Programs are 

aimed at decentralizing RTG administration and promoting local 
community participation. Toward this end the RTG will strengthen the 
role of provincial government and direct allocations are being made 

to provincial governments to fund projects proposed by local government 
councils. Secondly, a new Village Development Program envisions active 
participation of villagers in planning and implementing self-help 
projects. Initially involving about 4,000 villages (roughly) 

a tenth of the total) and receiving up to$200 million of 

funding, the programs, if successful, will be repeated throughout 
rural Thailand. The Year of the Farmer also involves a minimum 

rice price support program which along with freeing up exports in 

late 1978 has successfully maintained producer prices. In addition, 
new initiatives are planned in water resource development; there is 

a planned increase in the number of agricultural extension agents and 
a planned strengthening of the agricultural cooperative structure. 
Finally commercial bank loan portfolios earmarked for agriculture will 
increase from 13 percent of deposits in 1979 to 15 percent in 1980. 
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Mistrust of government among farmers has contributed to making rural 
development one of Thailand's more intractable problems. The Thai 
Government along with the international lending institutions, bi- 
lateral and multilateral aid donors, however, are marshalling 

major resources for a joint effort to improve the lot of the poorer 
rural population. The IBRD which is Thailand's largest 

single source of foreign assistance recently announced that it will 
increase its lending from the present $200-250 million annual level 
to about $500 million annually by 1982/83. Moreover, the Asian 
Development Bank annually provides about $90 million in assistance. 
Japan is by far the largest of the bilateral donors and its Sixth 
Yen Credit for 1979 will be about $234 million. 


IMPLICATIONS FOR U.S. BUSINESS 


Thailand continues to provide a favorable environment or U.S. 
business and a healthy climate for foreign investment. The early 1979 
agricultural forecasts indicate this may be one of the best crop years 
in the last decade portending excellent export earnings and will, as 

a corollary, stimulate larger purchases of agricultural equipment 

from abroad. Several large development projects which include a 
pipeline to bring Thailand's natural gas on shore, power generating 
projects, sea, rail and airport expansion and new telephone-telex 
facilities provide a wide range of opportunities for. American firms 

in the areas of design engineering, construction, sale of capital 
equipment and investment. The pipeline project will afford many 
opportunities for American business. The long impasse between the 
Royal Thai Government and the American concessionaires, Union OI] 

and Texas Pacific (which are developing the estimated 6 trillion 

cubic feet of natural gas reserves in the Gulf of Thailand) was bro- 
ken in September 1978. At that time the Natural Gas Organization of 
Thailand (NGOT) and Union Oil signed a 20-year natural gas sales 
contract. NGOT an agency of the RTG, will be the exclusive purchaser 
of the natural gas from the concessionaires. With a price formula 
established for Union, the RTG is optimistic that negotiations with 
Texas Pacific can be completed in the near future. Earlier NGOT chose 
Fluor Utah to be the engineering management consultant for the gas 
pipeline project. The pipeline will bring the natural gas onshore 
from the Gulf of Thailand and deliver the great majority of it to 
electricity generating power stations in Bangpakong and South Bangkok. 
Fluor is presently drawing up specifications for the cirea $500 
million pipeline project, and NGOT should be ready to invite tenders 
in April or May 1979 for the first segments of the project-purchase 
of the pipe, coating of the pipe and underwater construction of the 
pipeline to the Union field. Target date for the gas to come on 

stream iS mid-1981. 


A new and growing middle-class provides an ever-increasing market for 
consumer oriented imports. Thailand offers a number of investment 
incentives to foreign firms wishing to establish plants in Thailand 
and produce products locally. As Thailand's economy continues to 
grow, more and more foreign firms are opting for investment in local 
plants in order to keep or increase their share of the growing consu- 
mer market. The Thai Government renewed encouragement of foreign 





investment, as dramatized by Prime Minister Kriangsak's statement 
during his February visit to the U.S., heralds an even larger market 
for capital equipment, equipment associated with intensive farming, 
and improved quality and efficiency in food-processing and packaging. 
U.S. firms interested in expanding their operations in Asia should 
continue to monitor closely the growing opportunities in Thailand. 
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